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TO: Docket Control

FROM : Ernest G. Johnson
Director
Utilities Division

DATE : December ll, 2008

RE: INFORMATION IN RESPONSE TO COMMISSIONER PIERCE'S NOVEMBER
14, 2008 LETTER. MORENCI WATER AND ELECTRIC (DOCKET NO.
E-01049A-08-0507)

The attached information is being filed in response to the letter of Commissioner Pierce
filed on November 14, 2008. The information requested was "a table listing of Arizona utilities'
(1) yearly kWhs, (2) projected renewable energy costs and (3) projected renewable energy costs
per kwh."

Table 1 lists each utility subject to the Renewable Energy Standard and Tariff ("REST")
rules, by 2007 kph sales, with the corresponding 2009 REST kph requirement, 2009 projected

utility budget, and cost per kph of meeting the 2009 REST requirement. Table 2 lists the same
type of information for the distributed portion of the REST requirement. Table 3 includes
information for the non-distributed portion of the REST requirement.

Table 4 includes a different approach to cost analysis. It is a system life kph cost
analysis, using information from the proposed 2009 implementation plan of Arizona Public
Service.
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A Different Approach to kph Cost Analysis

APS REST Plan: Svstem Life KWH Cost Analvsis by Commission Staff

The attached analysis for the APS 2009 REST Plan shows the system life kph cost for
renewables, either installed in 2009 or contracted for in 2009. The assumption is a 30-year
system life for systems installed and a 30-year contract for kph purchases.

The key in this type of analysis is to ensure that a true "apple to apple" comparison is
made between the utility options. For instance, if a utility chooses a kph contract or offers a
Production-Based Incentive ("PBI") for a renewable project, that utility will pay, EVERY YEAR
FOR THE NEXT 30 YEARS, for the kph produced each year.

Conversely, if a utility chooses to offer an Up-Front Incentive ("UFA") for the installation
of a distributed solar generator, the utility will pay ONCE in 2009 for 30 years of future
electricity. There will be no additional future payments for a UFI project, since the solar fuel is
FREE.

An "apples to oranges" analysis would attempt to compare these two renewable payment
options based on the utility cost in the first year, 2009. That would be a flawed analysis,
neglecting to consider the following 29 years (2010-2038) of FREE electricity from the UFI
project and also failing to consider the 29 years (2010-2038) of PBI payments that the utility
would have to make for a PBI project or 30-year contract purchase.

Details of the Analysis for Table 4

Column B of the spreadsheet comes directly from the APS 2009 REST Plan, Exhibit 1.
Column C comes directly from APS 2009 REST Plan, Exhibit 2. Column D shows the cost from
2010-2038 for annual purchases of contracted wholesale renewable kph or for PBI incentives
from 2010-2038. Column E is the sum of costs included in Column C plus Column D. Column
F is the 30-year kph output for each selected resource listed in Column A. Column G is the life-
cycle cost per kph for renewables procured in 2009 which is calculated by taldng the total costs
from Column E divided by the total kph in Column F.
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